are free to use, trade, or offer their belongings as long as their actions do not infringe the same privileges of others. Economic freedom is considered as antithesis of centralized planning and governmental control mechanism. It is replication of democratic political pluralism in economic world. It is a philosophy that promotes entrepreneurship and decentralizes economic power and decision making across the economy.
South Asian countries recognize that FDI is potential source of much needed capital, knowledge, technology and access of international markets. To facilitate greater inflows of FDI, many countries in the region have taken important steps to create a more favorable investment climate. Genesis of change can be traced back to late 1970s. In 1977, Sri Lanka started the process of liberalization and other south Asian countries follow the suit. Pakistan's efforts to attract FDI can be traced back to the advent of deregulation, privatization, and liberalization policies initiated at the end of the 1980s.
However, this liberalization process is found uneven across countries and can be termed as hesitant liberalization. This process is accelerated in the region in early 1990s with the initiation of liberalization process in India. 1 9 9 5 -1 9 9 6 1 9 9 6 -1 9 9 7 1 9 9 7 -1 9 9 8 1 9 9 8 -1 9 9 9 1 9 9 9 -2 0 0 0 2 0 0 0 -2 0 0 1 2 0 0 1 -2 0 0 2 2 0 0 2 -2 0 0 3 2 0 0 3 -2 0 0 4 2 0 0 4 -2 0 0 5 2 0 0 5 -2 0 0 6 2 0 0 6 -2 0 0 7 2 0 0 7 -2 0 0 8 2 0 0 8 -2 0 0 9 Most of the empirical work on relationship between economic freedom and economic growth is focused on developed markets and no significant study on relationship between economic freedom and FDI in south Asian region is available.
Similarly, number of studies exists that explore the role of various variables independently and jointly. However no study captures the joint effect of these policy parameters through an index. The present study is an effort to bridge this gap. The study has the following objectives;
 To study the role of market size and exchange rate in attracting FDI inflows in South Asian countries,  To explore the role of economic freedom in attracting FDI inflows in South Asia,  To provide policy guideline for designing effective macroeconomic policies.
This study will help the economic managers of South Asian nations to identify the factors and design policies that are vital for attracting FDI in the region/countries. The paper is organized as follows. Section II provides an overview of literature on the relationship among variables of interest. Section III discusses data and methodological issues. Section IV presents empirical results and the conclusions are provided in the last section.
II. LITERATURE REVIEW
A number of studies focusing on the determinants of countries' attractiveness to FDI inflow highlighted the role of democracy, governance and unwavering macroeconomic environment. For example, Hines (1995) studied the dynamics of US FDI in foreign countries and found that US FDI to corrupt countries declined over time.
However, the relationship between corruption and FDI was found insignificant.
Okeahalam and Bah (1998) confirmed the results by examining the relationship between corruption and FDI flows. Ayal and Georgios (1998) examined the impact of components of economic freedom on growth rate, output and investment by using OLS method.
Results indicated that economic freedom accelerated economic growth through accelerating capital accumulation process. Further, these factors contributed positively in enhancing total factor productivity. El-Naggar (1990) and Collier and Gunning (1999) focused on the role of institutions. This study emphasized that efficient tax regime, property rights and rule of law were some major factors in mobilizing foreign as well as and domestic investment. The main conclusion of the paper is that by providing a stable, consistent, and transparent regulatory framework along with stable macroeconomic environment, these countries can attract more FDI inflows. It is worth noted that these countries should focus not only on policies to attract FDI but also on the policies that are necessary for FDI to generate a positive development impact in the recipient country.
IV. EMPIRICAL RESULTS

